Legisfative  Audit  Division 


State  of  Montana 


Report  to  the  Legislature 


December  1998       Financial-Compliancc  Audit 

For  the  Two  Fiscal  Years  Ended  June  30, 1998 


Teachers'  Retirement  Division 

Department  of  Administration 

A  Component  Unit  of  the  State  of  Montana 

This  report  contains  the  financial  statements  of  the  Teachers'  Retirement 
System  and  our  unqualified  opinion  on  those  financial  statements. 

The  report  does  not  contain  any  recommendations  to  the  division. 


STATE  DOCUMENTS  COLLECTION 

MONTANA  STATE  LIBRARY 

1515  E.  6th  AVE. 
HELENA,  MONTANA  59620 


98-09 


r^j 


Direct  comments/inquiries  to: 
Legislative  Audit  Division 
Room  135,  State  Capitol 
PO  Box  201705 
Helena  MT  59620-1705 


Help  eliminate  fraud,  waste,  and  abuse  in  state  government.  Call  the  Fraud  HotUne  at  1-800-222-4446 
statewide  or  444-4446  in  Helena. 


MONTANA  STATE  LIBRARY 

ll|llllll|lllllll|l|lllll|iU  11|1I|I||II||II|1|I|I|II|IIII 


3  0864  0014    3588  5 


FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Legislative  Audit  Division  to  detennine  if  an 
agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  presented  fairly,  and 
the  agency  has  comphed  with  apphcable  laws  and  regulations.  In  performing  the  audit  work,  the 
audit  staff  uses  standards  set  forth  by  the  American  Institute  of  Certified  Pubhc  Accountants  and  the 
United  States  General  Accounting  OfQce.  Financial-comphance  audit  staff  members  hold  degrees 
with  an  emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant  (CPA) 
certificates. 

Government  Auditing  Standards,  the  Single  Audit  Act  Amendments  of  1996  and  0MB  Circular 
A- 133  require  the  auditor  to  issue  certain  fmancial,  internal  control,  and  comphance  reports.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  these  reporting  requirements  and  is 
therefore  not  intended  for  distribution  to  federal  grantor  agencies.  The  Legislative  Audit  Division 
issues  a  statewide  biennial  Single  Audit  Report  which  compUes  with  the  above  reporting 
requirements.  The  Single  Audit  Report  for  the  two  fiscal  years  ended  June  30,  1999,  will  be  issued 
by  March  31,  2000.  Copies  of  the  Single  Audit  Report,  when  available,  can  be  obtained  by 
contacting: 

Single  Audit  Coordinator  Legislative  Audit  Division 

Office  of  Budget  and  Program  Plaiming  Room  135,  State  Capitol 

State  Capitol  PO  Box  20 1 705 

Helena  MT  59620  Helena  MT  59620- 1 705 
Phone  (406)  444-3616 
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December  1998 


To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  fmancial-compliance  audit  report  on  the  Teachers'  Retirement  Division  (division),  a  component 
unit  of  the  state  of  Montana,  for  the  two  fiscal  years  ended  June  30,  1998. 

The  objectives  of  our  audit  were  to: 

►  Detenmne  the  division's  compliance  with  applicable  laws  and  regulations. 

►  Recommend  improvements  in  the  division's  management  and  internal  controls. 

►  Determme  if  the  financial  statements  prepared  by  the  division  fairly  present  the  financial  position  of 
the  Montana  Teachers'  Retirement  System  as  of  June  30,  1998,  and  the  changes  m  plan  net  assets  for 
the  two  years  then  ended,  m  conformity  with  generally  accepted  accoimtmg  principles. 

We  issued  an  unqualified  opimon  on  the  fmancial  statements  of  the  Montana  Teachers'  Retirement  System 
administered  b\  the  Teachers'  Retirement  Division.  An  imqualified  opinion  means  a  reader  can  rely  on  the 
information  presented  in  the  financial  statements.  The  independent  auditor's  report  appears  on  page  A-1  of 
this  report.  The  fmancial  statements  and  related  note  disclosures  begin  on  page  A-3. 

This  report  contains  no  recommendations  for  the  division.  Areas  of  concern,  if  any,  deemed  not  to  have  a 
sigmficant  effect  on  the  successftil  operations  of  the  division  are  not  included  in  this  report,  but  have  been 
discussed  with  division  management. 

Our  office  completed  a  fmancial-compUance  audit  of  the  division  for  the  two  fiscal  years  ended  June  30, 
1996,  and  a  fmancial  audit  for  the  fiscal  year  ended  June  30,  1997.  The  prior  two  audits  contained  no 
recommendations . 

Our  opinion  on  the  division's  fmancial  statements  is  also  contained  in  the  Teachers"  Retirement  Division 
Annual  Report.  Copies  of  the  annual  report  for  fiscal  year  1997-98  can  be  obtamed  fi-om  the  Teachers' 
Retirement  Division  or  fi^om  our  office.  The  annual  report  contains  additional  background,  statistical,  and 
actuarial  mformation  not  mcluded  in  this  audit  report  which  may  be  of  mterest  to  legislators  or  the  public. 

Division  management  reviewed  and  agreed  with  the  contents  of  the  report.  We  thank  the  administrator  and 
his  staff  for  their  assistance  and  cooperation. 


Sincerely, 


A 


Scott  A.  Seai 
Legislative  Auditor 


Room  135,  Slate  Capitol  Building,  PO  Box  201705    Helena  MT  59620-1705 
Phone  (406)  444-3122     FAX  (406)  444-9784      E-Mail  lad@state.mt.us 
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Appointed  and  Administrative  Officials 


Retirement  Board 

Term 

Expires 

Julvl 

Joseph  Cross,  Chairman 

Billings 

1999 

Emily  Hall  Bogut 

Kahspell 

2002 

Virginia  Egli 

Glendive 

2001 

Tim  Ryan 

Great  Falls 

2000 

Jima  Severson 

Havre 

2001 

James  Turcotte 

Helena 

2001 

Administrative  Officials 


Nancy  Keenan 

Superintendent  of  Public  Instruction  -  Ex-ofQcio 

David  L.  Senn,  Executive  Director 

Gary  Warren,  Assistant  Executive  Director 

Tammy  Rau,  Accountant 

John  Hessler,  Information  Systems  Manager 


For  additional  information  concerning  the  Montana  Teachers' 
Retirement  Division,  contact  David  L.  Senn,  Administrator,  at: 

1500  Sixth  Avenue 
PO  Box  200139 
Helena  MT  59620-0139 

e-mail:    dsenn@state.mt.us 


Members  of  the  audit  staff  involved  in  this  audit  were  Christopher  G.  Darragh,  Wayne  D.  Guazzo,  Cindy  S. 
Jorgenson,  and  Charles  Nemec. 
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LEGISLATIVE  AUDIT  DIVISION 

Scott  A.  Seacat.  Legislative  Auditor  M^     ^  ^$\  Deputy  Legislative  Auditors: 

John  W.  Northey,  Legal  Counsel  --^^w?^^  """^  Pellegrini.  Performance  Audit 

Tori  Hunthausen,  IT  &  Operations  Manager  ^^^^^^-f  James  Gilleti.  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Plan  Net  Assets  of  the  Teachers'  Retirement  System,  a 
component  unit  of  the  state  of  Montana,  as  of  June  30.  1998  and  1997,  and  the  related  Statement  of  Changes  in 
Plan  Net  Assets  for  each  of  the  two  fiscal  years  ended  June  30,  1998  and  1997.  The  information  contamed  in 
these  fmancial  statements  is  the  responsibility  of  the  division's  management.  Our  responsibility  is  to  express  an 
opinion  on  these  fmancial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards  require  that 
we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  fmancial  statements  are  free  of 
matenal  misstatement.  An  audit  mcludes  examining,  on  a  test  basis,  evidence  supportmg  the  amounts  and 
disclosure  in  the  fmancial  statements.  An  audit  also  includes  assessing  the  accounting  principles  used  and 
significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  fmancial  statement  presentation.  We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  fmancial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the  fmancial 
position  of  the  Teachers"  Retirement  System  as  of  June  30,  1998  and  1997,  and  its  changes  in  plan  net  assets  for 
the  fiscal  years  then  ended  in  conformity  with  generally  accepted  accounting  principles. 

The  Schedule  of  Funding  Progress  and  the  Schedule  of  Contributions  from  the  Employer  and  Other  Contributing 
Entities  are  not  part  of  the  required  basic  fmancial  statements  but  are  supplementar\-  information  required  by  the 
Governmental  Accounting  Standards  Board.  We  have  applied  certain  limited  procedures,  which  consisted 
prmcipally  of  inquiries  of  management  regarding  the  methods  of  measurement  and  presentation  of  the 
supplementary  irrformation.  However,  we  did  not  audit  the  information  and  express  no  opinion  on  it. 


Respectfullv  submitted. 


James  Gillett,  CPA 
Deput}'  Legislative  Auditor 
October  7,  1998 
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TEACHERS'  RETIREMENT  SYSTEM 

COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA 

STATEMENT  OF  PLAN  NET  ASSETS 

JUNE  30, 1998  AND  1997 

1998  1997 

ASSETS 

Current  Assets: 
Cash 

Cash  Equivalents-Short  Term 
Investment  Pool  (Note  A) 
Accounts  Receivable 
Interest  Receivable 
Total  Current  Assets 

Investments,  at  fair  value  (Note  A): 
Mortgages 
Investment  Pools 
Other  Investments 
Total  Investments 

Securities  Lending  Collateral  (Note  A) 

Other  Assets: 
Land  and  Buildings 
Less:  Accumulated  Depreciation 
Intangible  Assets 
Advances 
Equipment 
Less:  Accumulated  Depreciation 

Total  Other  Assets  $  324.183  $  262.803 

TOTAL  ASSETS  $2.147.148.240  $1.936.080.243 

LIABILITIES 

Accounts  Payable 

Securities  Lending  Liability  (Note  A) 
Compensated  Absences  (Note  A) 
Property  Held  In  Trust 
Installment  Purchase  Payable  (Note  E) 
TOTAL  LIABILITIES  $137.989.027  $200.710.239 

NET  ASSETS  HELD  IN  TRUST 

FOR  PENSION  BENFITS  (Schedule  of 

Funding  progress  page  A-11)  $2.009.159.213  $1.735.370.004 


$4,437,694 

$1,323,491 

30.606.718 

50.337.040 

11.005.624 

9,401.225 

7.170.537 

8.637.982 

$53,220,573 

$69,699,738 

$99,857,435 

$78,854,719 

1,802.422,822 

1,547,022.639 

60.000.736 

46.304.474 

$1,962,280,993 

$1,672,181,832 

$131,322,491 

$193,935,870 

$193,844 

$193,844 

(106.009) 

(102,247) 

159,819 

79,580 

0 

186 

137.249 

230,906 

(60.720) 

(139.466) 

$6,620,273 

$6,719,486 

131,322,491 

193,935,870 

46,028 

34,869 

235 

9,588 

0 

10,426 
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The  accompanying  notes  are  an  integral  part 
of  these  financial  statements 


TEACHERS'  RETIREMENT  SYSTEM 

COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA 

STATEMENT  OF  CHANGES  IN  PLAN  NET  ASSETS 

FISCAL  YEARS  ENDED  JUNE  30,  1998  AND  1997 

1998  1997 
ADDITIONS 

Contributions: 

Employer  $44,476,127  $41,639,722 

Plan  Member  41,937,700  40,348,306 

Other  200.083  101,267 

Total  Contributions  $86,613,910  $82,089,295 

Rentallncome  $17,625  $16,450 

Investments  Income: 
Net  Appreciation/(Depreciation) 

In  fair  value  of  investments  195,343,125  $191,159,724 

Investment  Earnings  92,870.223  92,690,140 

Total  Investment  Income  $288,213,348  $283,849,864 

Less  Investment  Expense  1.408.732  1,149.170 

Net  Investment  Income  $286,804,616  $282,700,694 

Security  Lending  Income  (Note  A)  9,304,669  12,107,528 

Less  Security  Lending  Expense  (Note  A)  (8,972,791)  (11,447,632) 

Total  Security  Lending  Income  $        331.878  $        659.896 


Total  Net  Investment  Income 

$287,136,494 

$283,360,590 

DEDUCTIONS 

Benefit  Payments 

$94,204,970 

$88,631,324 

Withdrawals 

4,826,198 

3,839,562 

Administrative  Expense  (Note  D) 

881.452 

675.961 

Total  Deductions 

$99,912,620 

$93,146,847 

NET  INCREASE  IN  PLAN  NET  ASSETS 

$273,855,409 

$272,319,488 
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NET  ASSETS  HELD  IN  TRUST 

FOR  PENSION  BENFITS 

BEGINNING  OF  YEAR  1 ,735.370,004              1 ,463,050,5 1 6 

PRIOR  PERIOD  ADJ.  (Note  A)  (66,200)  0 

END  OF  YEAR  $2,009,159.213            $1,735,370,004 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements 


TEACHERS"  RETIREMENT  SYSTEM 

COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

FISCAL  YEARS  ENDED  JUNE  30,  1998  AND  1997 


NOTE  A.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Basis  of  Accounting 

The  Teachers'  Retirement  System,  a  discretely  presented  component  unit  Pension  Trust 
Fund  of  the  State  of  Montana  financial  reporting  entity,  maintains  its  accounts  on  the  fiill 
accrual  basis  of  accounting.  Employee  and  employer  contributions  are  recognized  as 
revenues  in  the  period  in  which  employee  services  are  performed  and  expenses  are 
recorded  when  the  corresponding  liabilities  are  incurred,  regardless  of  when  payment  is 
made. 

Valuation  of  Investments 

Investments  are  reported  at  fair  value.  Short-term  investments  and  state  securities  are 
recorded  at  cost  which  approximates  fair  value.  Mortgages  were  decreased  by 
unaccumulated  mortgage  discount  of  $35,309  in  fiscal  year  1998  and  $44,587  in  fiscal 
year  1997.  No  investment  in  any  one  organization  represents  5%  or  more  of  the  net 
assets  available  for  pension  benefits.  Investment  units  are  bought/sold  on  the  first 
business  day  of  each  month  upon  the  decision  of  the  Board  of  Investment's  (BOI)  Chief 
Investment  Officer. 

The  five  areas  of  investment  at  June  30,  1998,  include:  Montana  Stock  Pool 
(Montcomp);  Montana  International  Equity  Pool  (MTIP);  Montana  Short-Term 
Investment  Pool  (STIP);  Retirement  Funds  Bond  Pool  (RFBP);  and  Other  Investments. 

1.  Montcomp  portfolio  consists  of  common  stock  in  public  corporations  and  convertible 
equity  securities.  Montcomp's  unit  value  is  calculated  daily  based  upon  the  market  value 
of  the  equity  holdings.  Value  at  June  30,  1998  was  $740  per  unit. 

2.  MTIP  portfolio  includes  equity  investments  in  three  funds  -  BOI  Internal 
International,  Schroder  Capital  Management  International  and  S  G  Pacific  Assets 
Management.  The  three  funds  may  invest  in  securities  of  foreign-based  corporations 
listed  on  legal  and  recognized  foreign  exchanges  as  well  as  domestic  exchanges.  Security 
types  may  include  ordinary  common  shares,  preferred  shares,  convertible  securities. 
American  Depositary  Receipts  (ADR's).  Global  Depositary  Receipts  (GDR's)  and  other 
global  securities,  as  appropriate.  Unit  values  of  the  MTIP  equity  holdings,  other  assets 
and  liabilities.  Value  at  June  30.  1998  was  $90.80  per  unit. 

3.  STIP  as  per  Montana  Code  Annotated  (MCA)  section  17-6-201.  202  and  204.  requires 
investments  by  state  agencies  of  available  funds.  Value  at  June  30.  1998  was  $1  per  unit. 
STIP  portfolio  includes  asset-backed,  variable-rate  and  covered  option  securities  to 
provide  diversification  and  a  competitive  rate  of  return. 
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Asset-backed  securities  are  debt  securities  collateralized  by  a  pool  of  mortgage  and  non- 
mortgage  assets  pledged  by  the  issuer  and  have  one  or  more  forms  of  credit  enhancement  to  raise 
the  quality  of  the  security. 

Variable  rate  securities  provide  many  advantages  of  short-term  bonds  because  they  are  designed 
to  minimize  the  investor's  interest  rate  risk.  As  with  variable  rate  loans  issued  by  banks,  the 
interest  rate  paid  by  the  issuer  of  these  securities  is  reset  periodically  depending  on  market 
conditions.  The  value  of  these  securities  will  usually  remain  at  or  near  par  because  their  interest 
rates  are  reset  to  maintain  a  current  market  yield. 

Covered  options  are  contracts  granting  the  right,  on  a  given  date,  to  buy  or  sell  bonds,  backed  by 
cash  or  the  underlying  securities,  in  exchange  for  an  agreed  upon  sum  or  premium. 

According  to  GASB  Statement  No.  3  L  Accounting  and  Financial  Reporting  for  Certain 
Investments  and  External  Investment  Pools,  STIP  is  considered  an  external  investment  pool.  An 
external  investment  pool  is  defined  as  an  arrangement  that  pools  the  monies  of  more  than  one 
legally  separate  entity  and  invests,  on  the  participant's  behalf,  in  an  investment  portfolio.  STIP 
is  also  classified  as  a  "2a7-like"  pool.  A  2a7-like  pool  is  an  external  investment  pool  that  is  not 
registered  with  the  Securities  and  Exchange  Commission  (SEC)  as  an  investment  company,  but 
has  a  policy  that  it  will,  and  does,  operate  in  a  marmer  consistent  with  the  SEC's  Rule  2a7  of  the 
Investment  Company  Act  of  1940.  If  certain  conditions  are  met.  2a7-like  pools  are  allowed  to 
use  amortized  cost  rather  than  fair  value  to  report  net  assets  to  compute  unit  values.  The  Board 
of  Investments  has  adopted  a  policy  to  treat  STIP  as  a  2a7-like  pool. 

4.  RFBP  portfolio  includes  corporate  asset-backed,  other  corporate,  U.  S.  government  mortgage- 
backed,  U.  S.  government  and  yankee  securities.  Unit  values  are  calculated  weekly  based  on 
portfolio  pricing.  Value  at  June  30,  1998  was  $107.42  per  unit.  Realized  portfolio  gains/losses 
are  distributed  at  least  annually.  The  RFBP  portfolio  includes  structured  financial  instruments 
known  as  REMICs  (Real  Estate  Mortgage  Investment  Conduits).  Some  REMICs  are  principal- 
only  strips  (Pos  )  and  interest-only  (los).  TRS  has  40.28%  ownership  in  the  RFBP. 

5.  Other  Investments  are  purchased  in  accordance  with  the  statutorily  mandated  "Prudent  Expert 
Principle"  and  applicable  investment  restrictions  of  the  participants.  The  portfolio  includes 
securities  classified  as  corporate  asset-backed,  other  corporate,  US  government  mortgage- 
backed,  US  government,  yankee  bonds,  venture  capital,  leveraged  buyouts,  other  alternative 
equities,  real  estate,  mortgages  and  loans.  Corporate  asset-backed  securities  reflect  participation 
in  a  pool  of  residential  mortgages.  US  government  securities  include  direct  obligations  of  the  US 
Treasury  and  indirect  obligations  of  the  US  government.  Yankee  bonds  are  US  dollar 
denominated  bonds  issued  by  foreign  corporations  and  governments  and  US  companies  issuing 
debt  in  foreign  markets.  Venture  capital  represents  private  equity  investments  in  early  stage 
financing  of  rapidly  growing  companies  with  an  innovative  product  or  service.  Leveraged  buy- 
outs permit  investment  groups  to  acquire  a  company  by  leveraging  debt,  as  a  financing 
technique,  to  establish  a  significant  ownership  position  on  behalf  of  the  company's  current 
management  team. 
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Fair  values  of  investments  for  publicly  traded  securities  are  determined  primarily  by  reference  to 
market  prices  supplied  to  BOI  by  BOI's  custodial  bank.  State  Street  Bank  and  Trust.  The  real 
estate  investments  and  mortgages  are  valued  based  on  a  discounted  cash  flow.  The  commercial 
in-state  coal  tax  loans,  money  market  savings  account  and  the  nonparticipating  repurchase 
agreements  are  reported  at  amortized  cost. 

Real  Estate  -  In  January  1996,  BOI,  on  behalf  of  the  Public  Employees'  and  Teachers' 
Retirement  funds,  purchased  the  100  North  Park  Avenue  building  in  Helena,  Montana  as  a  real 
estate  investment.  Acquired  for  a  cost  of  $4,864,326,  the  building  carries  a  June  30,  1998  fair 
value  of  $4,69 1,000. 

Security  Lending  -  Under  the  provisions  of  state  statutes,  BOI,  via,  a  Securities  Lending 
Authorization  Agreement  authorized  the  custodial  bank.  State  Street  Bank  and  Trust,  to  lend  the 
BOI  securities  to  broker-dealers  and  other  entities  with  a  simultaneous  agreement  to  return  the 
collateral  for  the  same  securities  in  the  future.  During  the  period  the  securities  are  on  loan,  BOI 
receives  a  fee  and  the  custodial  bank  must  initially  receive  collateral  equal  to  102  percent  of  the 
market  value  of  the  loaned  securities  and  maintain  collateral  equal  to  not  less  than  100  percent  of 
the  market  value  of  the  loaned  security.  BOI  retains  all  rights  and  risks  of  ownership  during  the 
loan  period. 

During  fiscal  year  1998.  State  Street  loaned,  on  behalf  of  BOI,  certain  securities  held  by  State 
Street,  as  custodian,  and  received  US  dollar  currency  cash,  US  government  securities,  and 
irrevocable  bank  letters  of  credit.  State  Street  does  not  have  the  ability  to  pledge  or  sell  collateral 
securities  unless  the  borrower  defaults. 

BOI  did  not  impose  any  restrictions  during  fiscal  year  1998  on  the  amount  of  the  loans  that  State 
Street  made  on  its  behalf  There  were  no  failures  by  any  borrowers  to  return  loaned  securities  or 
pay  distributions  thereon  during  fiscal  year  1998.  Moreover,  there  were  no  losses  during  fiscal 
year  1998  resulting  from  a  default  of  the  borrowers  of  State  Street. 

During  fiscal  year  1998.  BOI  and  the  borrowers  maintained  the  right  to  terminate  all  securities 
lending  transactions  on  demand.  The  cash  collateral  received  on  each  loan  was  invested, 
together  with  the  cash  collateral  of  other  qualified  plan  lenders,  in  a  collective  investment  pool, 
the  Securities  Lending  Quality  Trust.  The  relationship  between  the  average  maturities  of  the 
investment  pool  and  BOI  loans  was  affected  by  the  maturities  of  the  loans  made  by  other  plan 
entities  that  invested  cash  collateral  in  the  collective  investment  pool,  which  BOI  could  not 
determine.  On  June  30,  1998,  BOI  had  no  credit  risk  exposure  to  borrowers. 

Compensated  Absences 

Compensated  absences  represent  100  percent  of  accrued  vacation  and  25  percent  of  accrued  sick 
leave  for  Teachers'  Retirement  System  personnel  at  June  30,  1998  and  June  30,  1997. 
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Minnie  Fullam  Fund 

The  TRS  financial  statements  for  fiscal  year  1997.  include  the  Minnie  Fullam  (MF)  Fund,  a 
legacy  fund  that  was  administered  by  the  Teachers'  Retirement  System.  The  Net  Plan  Assets  as 
of  June  30,  1997  were  $62,009.  During  fiscal  year  1998.  the  MF  Fund  was  closed  and  the 
monies  used  for  computer  system  enhancements. 

Accounting  and  Reporting  Changes 

Prior  Period  Adjustments  -  Effective  July  1.  1997,  the  State's  equipment  capitalization  limit  was 
increased  from  $1,000  to  $5,000.  State  agencies  are  required  to  capitalize  fixed  assets  only  if  an 
item's  unit  cost  is  $5,000  or  more.  Items  purchased  during  prior  periods  for  less  than  the  new 
threshold  were  removed  from  the  Property  Accountability  Management  System  (PAMS). 

NOTE  B.  DESCRIPTION  OF  PLAN 

The  Teachers'  Retirement  Board  is  the  governing  body  of  a  mandatory  multiple-employer,  cost- 
sharing  defined  benefit  pension  plan,  which  provides  retirement  services  to  all  persons  in 
Montana  employed  as  teachers  or  professional  staff  of  any  public  elementary  or  secondary 
school,  colleges  of  technology  or  unit  of  the  university  system.  The  system  was  established  by 
the  state  of  Montana  in  1937  and  is  governed  by  Title  19.  chapter  20,  of  the  MCA. 

At  June  30,  1998.  the  number  and  type  of  employers  participating  in  the  system  was  as  follows: 

Local  School  Districts  396 

Community  Colleges  3 

University  System  Units  6 

Colleges  of  Technology  3 

State  Agencies  6 

TOTAL  414 

At  June  30,  1998,  the  system  membership  consisted  of  the  following: 

Retirees  and  Beneficiaries 

Currently  Receiving  Benefits  8.088 

Terminated  Employees  Entitled  to 

But  Not  Yet  Receiving  Benefits  9,240 

Current  Members: 

Vested  12.038 

Nonvested  6,167 

Total  Membership  35,533 
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The  pension  plan  provides  retirement  benefits  and  death  and  disability  benefits.  Employees  with 
a  minimum  of  25  years  of  service  or  who  have  reached  age  60  with  5  years  of  service  are  eligible 
to  receive  an  annual  retirement  benefit  equal  to  1 .6667%  times  creditable  service  years  times  the 
average  final  compensation.  Final  compensation  is  the  average  of  the  highest  three  consecutive 
years  of  earned  compensation.  Benefits  fully  vest  after  5  years  of  creditable  service.  Vested 
employees  may  retire  at  or  after  age  50  and  receive  reduced  retirement  benefits. 

Effective  January  1,  1988.  university  system  employees  eligible  to  participate  in  the  Teachers" 
Retirement  System  could  elect  to  participate  in  an  Optional  Retirement  Plan  established  by  the 
Board  of  Regents.  As  of  July  1,  1998,  a  total  of  2,846  university  system  employees  have  elected 
to  participate  in  the  Optional  Retirement  Plan.  Effective  July  1,  1993,  membership  in  the 
Optional  Retirement  Plan  is  mandatory  for  new  employees  to  the  university  system  unless  they 
are  already  a  member  of  the  Teachers'  Retirement  System. 

Effective  January  1,  1990,  certain  members  of  the  Teachers"  Retirement  System  are  eligible  to 
receive  a  post  retirement  adjustment  (PRA).  The  PRA  is  funded  only  when  annual  investment 
earnings  are  in  excess  of  the  actuarially  required  rate,  currently  8%.  To  be  eligible,  a  retiree  or 
beneficiary  must  be  receiving  a  monthly  benefit  for  24  months  preceding  June  30  each  year. 
There  were  no  post  retirement  adjustments  in  fiscal  years  1997  and  1998. 

NOTEC.  CONTRIBUTIONS 

The  TRS  funding  policy  provides  for  monthly  employee  and  employer  contributions  at  rates 
specified  by  state  law.  Plan  members  are  currently  required  to  contribute  7.044%  of  their  earned 
compensation  and  employers  contribute  7.47%  of  earned  compensation.  An  actuary  determines 
the  actuarial  implications  of  the  funding  requirement  in  biennial  actuarial  valuations.  The 
actuarial  method  used  to  determine  the  implications  of  the  statutory  funding  level  is  the  entr>'  age 
normal  funding  method,  with  both  normal  cost  and  amortization  of  the  accrued  liability 
determined  as  a  level  percentage  of  payroll.     The  actuarial  valuation  prepared  as  of  July  1. 
1998,  the  most  recent  valuation  date,  indicates  the  statutory  rate  was  sufficient  to  fimd  the 
normal  cost  and  to  amortize  the  unfunded  accrued  liability  under  the  entry  age  normal  method 
over  years.  During  fiscal  years  1 998  and  1 997.  no  changes  were  made  in  the  method  used  to 
calculate  or  establish  contribution  requirements,  nor  were  there  any  changes  in  the  law  affecting 
benefits. 
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NOTE  D.  ADMINISTRATIVE  EXPENSES 

Administrative  expenses  for  the  years  ended  June  30.  1998  and  1997,  are  outlined  below: 

1998  1997 


$341,200 

2,600 

86.215 

$430,015 


$184,652 


$274,159 

2.650 

70.430 

$347,239 


$125,901 


Personal  Services: 
Salaries 

Other  compensation 
Employee  benefits 
Total  Personal  Services 

Operating  Expenses: 
Contracted  services 
Supplies  and  materials 
Communications 
Travel 
Rent 

Repair  and  maintenance 
Other  expenses 
Interest  Expense 
Depreciation 
Amortization 
Interim  Committee 
Total  Operating  Expenses 

Total  Administrative  Expense 

NOTE  E.  INSTALLMENT  PURCHASE  PAYABLE 

During  fiscal  year  1992,  TRS  contracted  for  a  new  data  processing  system.  Sixty  monthly 
payments  of  $5,092.08  began  on  November  29.  1992  and  concluded  October  29.  1997.  for  a  total 
debt  of  $305,524.80  which  includes  principal  and  interest  of  $271,279.34  and  $34,245.46 
respectively. 


71,438 

16.296 

33,942 

33.724 

29,109 

10.745 

25,618 

24,294 

25,014 

18,817 

28.840 

10.410 

0 

2.493 

4,141 

27.499 

48,683 

54.932 

0 

3.611 

$451,437 

$328,722 

$881,452 

$675,961 
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Teachers'  Retirement  System 
State  of  Montana 

Schedule  of  Contributions  from  the  Employer  and  Other  Contributing  Entities 
(All  dollar  amounts  in  thousands) 


Fiscal 

Year 

Ending 

6/30/93 
6/30/94 
6/30/95 
6/30/96 
6/30/97 
6/30/98 


Covered 
Employee 
Payroll  (') 

$493,614 
472,860 
486,809 
501,516 
511,934 
529,795 


Actual  Employer 
Contributions  '2' 

$38,088 
39,164 
39,073 
40,627 
41,640 
44,476 


Actual  Employer 
Contribution  %  (2) 

7.459% 

7.4645  <^' 

7.47 

7.47 

7.47 

7.47 


Annual  Required 
Contribution 
(ARC)  %  <3> 

7.459% 

7.4645  '^* 

7.47 

7.47 

7.47 

7.47 


Percentage  of 

ARC 
Contributed 

100% 

100 

100 

100 

100 

100 


(1)  Computed  as  the  dollar  amount  of  the  actual  employer  contribution  made  as  a  percentage  of  payroll  divided  by 
the  contribution  rate  expressed  as  a  percentage  of  payroll.  Amounts  before  1994  use  the  entire  actual  employer 
contribution,  including  the  Optional  Retirement  Plan  (ORP)  contributions. 

(2)  The  actual  and  required  employer  contributions  are  expressed  as  a  percentage  of  payroll.   Contributions  for 
termination  pay  are  included  in  the  actual  employer  contribution,  but  are  not  made  as  a  set  percentage  of 
payroll.  Contributions  made  as  a  percentage  of  the  salaries  of  the  members  in  the  ORP  are  included.  In  the 
Fiscal  Year  ended  June  30.  1998,  SI.  8  million  was  contributed  based  on  ORP  member  salaries.   The  ORP 
contribution  rate  varies  from  year  to  year. 

(^'   All  employer  contributions  are  a  percentage  of  actual  payroll.   Thus,  as  long  as  the  percentage  equals  the 
percentage  required  by  the  most  recent  actuarial  valuation,  the  dollar  amount  of  the  Annual  Required 
Contributions  (ARC)  is  equal  to  the  actual  dollar  amount  of  the  required  employer  contributions. 

'"*'    The  employer  contribution  rate  changed  from  7.459%  to  7.470%  of  pay  at  January  1.  1994.   7.4645%  is  the 
average  of  those  rates. 
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TEACHERS'  RETIREMENT  SYSTEM 

COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA 

NOTES  TO  THE  SUPPLEMENTAL  SCHEDULES 

FISCAL  YEARS  ENDED  JUNE  30,  1998  AND  1997 


Actuarial  Cost  Method 

The  actuarial  valuation  was  prepared  using  the  entry  age  actuarial  cost  method.  Under  this 
method,  the  actuarial  present  value  of  the  projected  benefits  of  each  individual  included  in  the 
valuation  is  allocated  as  a  level  percentage  of  the  individual's  projected  compensation  between 
entry  age  and  assumed  exit.  The  portion  of  this  actuarial  present  value  allocated  to  a  valuation 
year  is  called  the  normal  cost.  The  normal  cost  was  first  calculated  for  each  individual  member. 
The  normal  cost  rate  was  defined  to  equal  the  total  of  the  individual  normal  costs,  divided  by  the 
total  pay  rate  as  of  July  1,  1998. 

The  portion  of  this  actuarial  present  value  not  provided  for  at  a  valuation  date  by  the  sum  of  (a) 
the  actuarial  value  of  the  assets  and  (b)  the  actuarial  present  value  of  future  normal  costs  is  called 
the  unfunded  actuarial  liability.  The  unfunded  actuarial  liability  is  amortized  as  a  level 
percentage  of  the  projected  salaries  of  present  and  future  members  of  the  System. 

Valuation  of  Assets  -  Actuarial  Basis 

The  difference  between  the  total  market  value  of  assets  and  the  cost  value  of  assets  is  added  to 
the  cost  value  on  a  3-year  smoothed  basis. 

Investment  Earnings 

The  annual  rate  of  investment  earnings  of  the  assets  of  the  System  is  assumed  to  be  8%  per  year, 
compounded  annually. 

Postretirement  Benefit  Increases 

No  future  postretirement  benefit  increases  are  assumed. 

Inflationary  factor 

Assumed  at  6%. 

Factors  that  significantly  affect  the  identification  of  trends 

No  significant  factors. 
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Future  Salaries 

The  composite  rate  of  future  salary  increases  is  assumed  to  be  6%  per  year,  compounded 
annually.  This  is  the  sum  of  a  5%  general  wage  increase  assumption  and  an  assumption 
of  1%  individual  salary  increase  due  to  promotion  and  longevity.  Adopted  July  1,  1998. 

Amortization  Period 

The  current  employer  contribution  rate.  7.47%  of  members'  salaries,  is  sufficient  to  meet 
the  actuarial  cost  of  the  System  accruing  at  the  valuation  date  and  to  amortize  the 
unfunded  actuarial  liability  over  9.2  years.  The  actuarial  costs  are  calculated  using  the 
entry  age  actuarial  cost  method. 

The  1998  actuarial  valuation  indicates  that  a  substantial  actuarial  gain  occurred  during  the 
preceding  two  fiscal  years.  The  gain  is  primarily  due  to  higher  returns  on  the  market 
value  of  assets  than  expected,  as  is  reflected  in  the  19.4%  and  16.6%  net  investment 
return  on  a  market  value  basis  and  14.9%  and  16.0%  on  an  actuarial  basis  for  the  past  two 
years.  The  effect  of  the  asset  gain  and  other  experience  on  the  open  amortization  period 
can  be  distributed  approximately  as  follows: 

Amortization  Period  Remaining  at  Julv  1 .  1 998 

July  1 ,  1 996  Valuation  Amortization  Period  27.2  years 

Passage  of  Time  <2.0> 

Effect  of  Changes  in  Benefits  and  Contribution  Rates  none 

Effect  of  Changes  in  Actuarial  Assumptions  <0.7> 

Effect  of  Increased  ORP  Contributions  <1 .9> 


Expected  Amortization  Period  22.6  years 

Effect  of  Actuarial  Experience  Gains  and  Losses: 

Investments  (Gain)  <13.7> 

Loss  from  Other  Causes  +0.3  <13.4> 


Actual  Amortization  Period  Remaining  at  July  1 ,  1 998  +     9.2  years 
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